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This is ‘in resPor.se to’your request. of December 4, 1987., for. .’ ‘.‘:, .;’ 
advice regarding the applicat’ion of section 69.5 to a situati.on ::’ :., 
where the taxpayer sells his original property; a’house and 
lot, and acqu,ires as his .replacement dwelling a house situated . . 
‘on a lot which will be re’ntea; rather than owned, by 't'he :_. 
ttixpa,yer. While this scenario. may be unusual when ,.the. . . 
replacement dwelling is a stick-built. house,, it-is a very 
norma, i OrratigeEent when the replacement dwelling is a _’ 
nobS lehome. .’ ..’ : : . : 
T!2ese situations Yef; how should .the ‘. (. 
Y.7 3 J. ,L e ,_ ,. ,T,” -. . L”‘..‘L. c. . . i 

raise -two questions.. ‘;Fi_..- 
9 0 Y-l 5 5 c C.“:E<” _ in order to cst2rnine whether’--the,, : ‘, ., 

replacement dwelIiz(; <s of equal or ;etser value than the 
r. i’ I g i ,n a 1 prcper t ‘; . T::e second issue deals with. the’ transfer of ,. : 
the base year value of the original. house and lot and whether. 
the entire amount should be applied to the replacement dwelling. 

< 

.Yotir memo states that you are concerned. with the possible abuse 
qf the. section.69.5 benefit arising ‘from the’practice of ._ 
renting rather than buying the lot on which the replacement 
dwel1in.g is situated. This would allow the value comparison to ’ .:’ 
be mace between the total viilue of the original hous@ and, lot, ..Y, 
and the replacement improvement only.’ If the taxpayer were ., ‘., “..,, 
able to acquire the lot after a few years, then it is possible ‘. ‘. 
that the benefit would apply where the ‘replacement dwelling 
actutilly.had d value far in excess,‘of the driginal property. 

Section 69.5 bf the’Revenue and Taxation Code. permits the 
transfer of the base year value of the original property._to a.. ‘. .I, 
replacement dwelling of equal or’lesser value. The definiti0n.s.. ,:‘ ‘. 
for “replacement dwelling” and “original property”...found in :: 1, 
subdivisions (g)(3) and .(4) refer ‘to ‘a building, structure,.. or, : 
other shelter c’onstituting a,place of abode, whether’real; 

.. _‘,. 
. . . -: 

property or personal property, which :is owned and occupied by a- ;.’ .> 
claimant as his ‘or her principal place of residen,ce,-.and “any . _’ 
land owned by .the claimant on ,which the bui,lding, structure, or ,. .,_ 
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other shelter is’ situated.” It is c’iear ,from th4Ls’e ‘fjefi*i.fioh.s’ ’ i.=<‘I:l:‘., 
that both t,erms ,only include land ‘which is ‘owned by. the’: ‘ 
claimant. Thus; land on which the improvement is’situdted . . 

‘.: 1,. .‘:I:,/.:;.. 
1: ,.:‘ 

which is ‘rented by the claimant is not included for purposes -of:‘. “-:i, ~:-~.:“i’~~; -. 
-either transferring the base, year .value or making value .“c ;.. ” ..’ :) 

‘. ‘comparisons. ‘( : ‘. .C’ ., 
.‘. . . . :‘ ‘_ . . 

,‘e. ._ . . 

.This interpretation “is c0nsisten.t with the advice we provided 
..‘_, 

:.. .:.I.. ‘.:.. 
in Assessors.Letter 87/71, .Question 15(.b); dealing with a’ ‘.ii .-..“:..,._ 
situation involving an original proFerty”consisting .of a ., 

without a, lot,’ 
: ‘:I_.--‘. . ..-. 

mobilehome, where the ‘replacement dwelling is .a ,.‘. :. .’ ;‘i:_” 
. . conventional house and lot. Our ‘advice ‘in. ‘Question 15 (b) .kas _“. _,..‘, :‘,:‘_‘,I’ 

based, upon the s’ame. considerations described above. ” :; 
: ‘. ._.:,. 

:. :. ” ._ , _. 1’ .; 

I am sure that .in the typical situation where mom and dad sell ’ .’ -,:::. .:.. 
the family homestead and move to a mobileh,ome situated in ‘a 
mobilehome park, it was intended that the value comparison 

“Y :i: ,. 
.’ ‘-... ~ 

would be between-the. original house and let and-the mobilehome,‘.--.. ‘. ;.. 
without where the latter is situated on a rental 
spa& 

the land, 
Thuc if the original. oropert’-: 

‘, ;. I : 
~2.5 Forth a $lOO,O,OO; .. .‘. :. . 

they can”aciLire ‘a mobilehome worth ti:e- same ‘amount, -without ‘:‘l...., i. 
considering ‘the value .of ,.the rental spi;ce. on which the . .' _ ,'.". .:. 
.~ci;i ie.+,:>me is sitUatfk;-. .u : ~nc~=st~i~~~ it, tiii.C, in a ~~~~:~‘ .. ” ” 
typic-3: situation an? that was the .result ccntem?lated at ti_e “.‘.‘.. 
t_ify:F t:rzt ,the ‘legisiation was cnadt.eC.: t 

.’ .I.. 
‘. I . . : : 

When we .are talking about couventional housing located on ‘a ‘.. ” : .-‘. 
rented lot; the statute requires that we reach the same . . .,‘. _:-:‘:.‘: 
result. I am not sure that thisapproach will result in an ,. 
abuse of the statute. If the lot ohwhich .the house is located ‘. 
is owned by a third party who can deal with it as he sees fit, .’ 
that is, set market rents or sell the property to other persons *..._:. 
who will set market rents; etc., then that’separate ownership ‘, 
should be given recognition. If the taxpayer eventually . . . .: .“. : ...:i 
acquires the land, then that value would be added to the base ..’ . . .‘i, 
year value. of.‘t.he property. Further, if the term of the rental’ ,’ 
agreement,, with options, is .35 years or more, then this should ,. ..,’ .:- .~ ‘.: 
be treated as a.change in ownership atid the taxpayer. would be.. : .:.,. 
treated’as owner of the property ‘(although .this is not 1’. 1 ‘.‘...: :“: 
expressly recognized in the statute). If. the house is ,‘I:, : :, 
permanently fixed to the lot, then; it seems. very likely ‘that, 
the purchaser ‘pf the’.structure .will: insist upon prote’ction of 

; . . I’,::-..:. 
‘.....;.--..,‘.:: ,;- 

his intere.st through a long term ..lease or dther’ provisions . . . . . ..‘. ._::. ‘:I. 
which will protect his investment ‘.in the improvement,l ‘In .-these . ‘: .: --(‘., 

situations; it may. very well -be that .th& rental agir.eement. is; 1’ : ‘.‘:-.L’:‘.- i 
.in reality, a’ land purchase contra’ct i Furthermore, where ,the ,’ .::.,?‘~~:’ 'x:1: ,. _’ -rental ag.reement,.. is not,hing more than a -sham, the aSses's?r can ::. _.':,:::::::... 
treat .it a,s su’c.h...: :. . . . j :.1...‘,., ;.:‘;,‘, 
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Verne Walton -3- December 22, 1987 

In reviewing section 69.5, the only clarification that might be 
appropriate would be to f.urther define the term “land owned by 
the claimant” as used in t-he definitions for “replacement 
dwelling” and “original property” to clarify that the term 
includes land leased for a period, with options, of 35 years or 
more or subject to terms which are equivalent to a land 
purchase agreement. . 

I would appreciate receiving any thoughts you might wish to 
contribute to the subject. 

RHO:cb 
0839D 

cc: Mr. Gordon P. Adelman 
Mr. Robert H. Gustafson 
Mr. Mark Nis’son 
Mr. Eric F. Eisenlauer 
Mrs. Margaret S. P.oat,wr ight 


